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~ Why REITs" e

Real Estate Investment Trusts (REITS) are an efficient Way for

mvestors to invest in real estate. As an 1nvestment, REITs com- .- R

bine the best features of real estate and stocks. They givean:

1nvestor a practlcal and effectlve means to mclude professmnally? S

‘managed real estate ina dlver81f1ed mvestment portfoho The

REIT industry began its ﬁfth decade in 2000. Because of the

' mdustxy S overall matunty and performance over the last four

, decades REITs can be Vlewed as “all-vveather 1nvestments

Real estate investors}are offered three important_

-qualities through modern REITs that were never accessible or .

' » avaﬂable to them before hquldlty, securlty and performance

Source: NARE’IT ’

" Why Health Care REIT, Inc.? (Ticker symbol; HON)

Attractive and conservative way to invest in long-term care

Compelling demographies - grourth in elderly population

(] Management exbertiseinhealth eare and real estate - -

Long-term care — recession resistant

a M Stable dividend, 123 consecutive payments k k
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Founded in 1970, Health Care REIT, Inc. (the “Company”) is a
self-administered real estate investment trust that invests in
health care facilities, primarily skilled nursing and assisted
living facilities. As of December 31, 2001, skilled nursing and
assisted living facilities comprised approximately 93% of the

investment portfolio.

As of December 31, 2001, the Company had $1.2 billion of

gross real estate investments in 214 facilities located in 33

states and managed by 38 different operators. The portfolio

included 150 assisted living facilities, 57 skilled nursing facili-

ties and seven specialty care facilities.

B Assisted Living Facilities (ALFs) - Assisted ~ Asset Mix
living facilities provide personal care
services to assist in activities of daily living,

such as bathing, meals, security, transporta-

tion, recreation, medication supervision and

limited therapeutic programs.

{] skilied Nursing Facilities (SNFs) - Skilled
nursing facilities (or nursing homes) provide

inpatient skilled nursing and personal care

services as well as rehabilitative, restorative

and transitional medical services.

Specialty Care Facilities - Specialty care
facilities provide specialized inpatient

services for specific illnesses or diseases
including, among others, coronary and
cardiovascular services and behavioral care.
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CihdnGial mIgHighs

The following selected financial data for the five years ended December 31, 2001, are derived from the audited consoli-
dated financial statements of the Cornpany.

Year ended December 31,

(In thousands, except per share data)

2001 2000 1999 1998 1997

Operating Data
Revenues (1) $ 133,870 [$ 136954 $ 129307 $ 97992 $ 73,308
Expenses:

Interest expense 32,028 34,622 26,916 18,030 15,365

Provision for depreciation 30,227 22,706 17,885 10,254 5,287

General and administrative

and other expenses (2) 10,853 9,570 8,868 7,399 6,178

Loss on investment 2,000
Total expenses 73,1C8 68,398 53,669 35,683 26,830
Income before extraordinary item 60,762 68,056 75,638 62,309 46,478
Extraordinary loss on extinguishment of debt 213
Net income 60,549 68,056 75,638 62,309 46,478
Preferred stock dividends 13,505 13,490 12,814 4,160

Net income available to cornmon stockholders $ 47,044 [$§ 54566 $ 62,824 § 58149 § 46478
[ e

QOther Data
Average number of common shares outstanding:
Basic 30,534 28,418 28,128 25,579 21,594
Diluted 31,027 28,643 28,384 25,954 21,929
Per Share Data
Basic:
Income before extraordinary item $ 1.55 1% 192 $ 223 $ 227 % 2.15
Extraordinary loss on extinguishment of debt {.01)
Income available to common stockholders 1.54 1.92 2.23 2.27 2.15
Diluted:
Income before extraordinary item 1.52 1.91 2.21 2.24 2.12
Extraordinary loss on extinguishment of debt
Income available to common stockholders 1.52 1.91 2.21 2.24 2.12
Cash distributions per common share 2.34 2.335 2.27 2.19 2.11

December 31,

(In thousands)
2001 2000 1999 1998 1997

Balance Sheet Data

Net real estate investments $1,213,564 |$ 1,121,419 $ 1,241,722 $ 1047511 $ 716,193
Total assets 1,260,843 | 1,156,904 1271171 1,073,424 734,327
Total debt 491,216 439,752 538,842 418,979 249,070
Total liabilities 511,973 458,297 564,175 439,665 264,403
Total stockholders’ equity 757,870 698,607 706,996 633,759 469,924

(1) Revenues include net gains and losses from sales of properties.
(2) General and administrative and other expenses include loan expense, provision for loan losses, and other operating expenses.
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My last several letters have focused on our efforts to properly position
your Company for renewed growth. In last year’s letter, in which I revis-
ited the Company’s 30-year history, [ focused on certain keys to success
in investing in the sector: diversify by operator and location, anticipate
cycle shifts and allocate to the best risk reward opportunity, engage in
proactive portfolio management and focus on the operator as the driver
of value. This perspective and the resulting success in managing
through a severe down cycle in the long-term care sector positioned us

to capitalize on new investment opportunities.

As 2001 began, we completed the work of positioning the Company to
access the capital markets by extending our line of credit for two years,
firming up our credit ratings with Standard & Poor’s and Fitch and
attaining equity REIT status. Our efforts were reysz@med with the re-
opening of the capital markets for the health care REITs. In June and
August of last year, we accessed reasonably priced equity ($75.0 million)
and debt ($175.0 million) to enable us to take advantage of attractive
investment opportunities. While we are still building our investment
pipeline, we were able to complete $213 million of new investments in
2001. Of that amount, $157 million closed during the second half of
2001, exceeding our estimate of $100 to $125 million for that period. We
are confident that our goal of $200 million of net new investments can be

attained in 2002.

Long-Term Care Market
As we look ahead, we are quite positive about the prospects for the long-

term care sector. Nursing homes led the sector out of the downturn

beginning in 2001. The difficulties experienced over the last several




years in this sector finally led to more reasonable investment values.
Operators who successfully adapted to the new environment are better
focused and more realistic as a result of these experiences. The supply
of nursing homes has actually decreased somewhat as outmoded facili-
ties are taken out of service. Moreover, Medicare reimbursement has
improved. Accordingly, approximately 66% of our investments in 2001
were skilled nursing facilities. Thus far in 2002, we continue to review
solid nursing home investments. However, the pace of such investments
may slow somewhat until resolution of the “Medicare Cliffs” in October

2002.

At this writing, no one can predict when the assisted living market will
complete its movement toward pricing equilibrium. However, there are
growing, albeit sporadic, opportunities available in this sector with a
shortage of investors and lenders. The sector is benefiting from the
virtual standstill in new development as well as a renewed focus on
operations. Any new developments would likely take two to three years
to move through the development and construction periods prior to
opening. During that period, most existing facilities should reach

stabilization, driving rates and profit margins higher.

.Our operators will continue to wrestle with personnel, liability, reim-
bursement and regulatory issues — these are not uncommon in our
sector. They've been faced on a fairly regular basis in our 31-year
history. We will undoubtedly find that despite our best efforts to under-
write operators and facilities, some will underperform. That's why we
spend so much time monitoring performance — monthly financial re-

ports, often times weekly census reports, regular visits and reports from




state regulatory authorities. We have demonstrated our ability to reallo-
cate facilities within our portfolio to the most effective operators. We
believe that there will always be an operator that can operate a long-
term care facility effecti{fely in a given market if the initial underwriting

has been solid.

With the growth in the elderly population, the supply of nursing homes
actually falling and assisted living facility development coming to a halt,
we see a very favorable environment for investing in long-term care.
With hard work in the investment origination arena and continued disci-

plined underwriting, we are making solid long-term care investments.

Long-Term Care Investing

Let me devote some time discussing the overall case for long-term care
investing. The most commonly cited investment rationale relates to
demographic trends. Underlying fundamentals continue to make the
long-term care sector the most stable part of the health care delivery
system. Our target population of elderly aged 85 years and over is
projected to increase by roughly 60% over the next two decades, a rate
that significantly exceeds the growth in the general population. Concur-
rent with this population growth, the demand for senior housing will also
be driven by increasing life expectancies, changing senior lifestyles and

the prevalence of the two-income family.

The services provided by the sector are need driven and recession

resistant. The skilled nursing home platform increasingly serves a popu-

lace requiring acute, specialized medical services. Assisted living caters




to people who need help with activities of daily living. While some needs
could be attended to in a home setting, the current culture with the two-

income family is largely incompatible with that alternative.

The least discussed rationale for long-term care investing is the cost

effectiveness of skilled nursing and assisted living facilities for the popu-
lace they serve. During the last two decades, health care has made great
strides in matching acuity with the most cost-effective provider. Be-
cause of reimbursement changes, hospitals are incentivized to discharge
patients as quickly as possible. Patients must then choose between
nursing homes and home health. Yet, home health costs at least twice as
much for the same care at nursing homes. As nursing homes have begun
catering to a higher acuity patient, assisted living facilities emerged to
provide necessary care in a less institutionalized setting at roughly two-
thirds of the cost of nursing homes. This societal mandate to deliver
necessary care cost effectively in the most appropriate setting may be

the most important underpinning to the sector’s viability.

We believe that the long-term care sector is well positioned to respond
to these fundamentals and that operators who can provide quality care
in an efficient manner will be rewarded with strong occupancies and

sustainable revenues.

How to Invest in Long-Term Care
The long-term care sector is predominately comprised of private compa-
nies — our best guess would be in the 80-85% range. This predominance

of private companies is likely to continue based upon the nature of




long-term care facilities as moderate revenue platforms, as well as the local
character of health care. There are certainly excellent public operators that
represent a strong investment profile. Yet, most operators are regional com-
panies with a strong local focus. Many have strong venture capital backing.

Most have an operating focus and can quickly adapt to changing conditions.

The key point is not that public companies cannot operate successfully if they
establish a regional infrastructure and focus. Rather, most long-term care
beds are — and will continue to be — operated by regional, private companies
outside the investment sphere of most investors. Our portfolio, to a large
extent, mirrors the breadth of the long-term care sector. By combining port-
folio diversification with strong underwriting and proactive portfolio manage-
ment, our Company represents a conservative and liquid vehicle for investing

in this critical, need driven sector.

REIT Investments

Before concluding this year’s letter, I thought it appropriate to include some
thoughts on REITs as investment vehicles. A recent study commissioned by
the National Association of Real Estate Investment Trusts and conducted by
Ibbotson Associates concluded that REIT returns had a low correlation with
other stocks and bonds. The conclusion for investors is apparent. By adding
real estate securities to a balanced portfolio, the long-term, risk adjusted total

returns are improved.

This point leads to one other. We are clearly benefiting from our success in
managing the Company appropriately in good and bad times. We also ben-
efited from a sector shift to defensive, recession resistant stocks. There must

be a more logical and balanced approach to sector weightings as the economy

1




improves. Otherwise, the radical swings in investor sentiments will, once
again, upset the capital markets’ confidence. This Company is willing to be
valued as we are — an income stock with a growth component. We attempt to
define ourselves clearly and transparently and believe we can be a valuable
component in many investor’s portfolios regardless of the state of the

economy.

Conclusion

While our job is to manage your Company during all periods, we would be less
than honest if we told you we enjoyed the last two or three years of mitigating
risk and avoiding problems in a down cycle. We look forward to optimizing
your Company’s performance in this propitious time in long-term care invest-
ing. As always, we thank you for your support and constancy during these
challenging times and believe your patience will be rewarded as we manage

your Company in a much improved long-term care environment.

George L. Chapman
Chairman, Chigf Executive Officer and President




Investors increasingly differentiate among
companies based on the capabilities and value-
added strategies of its management team. Our
seasoned, proven team is committed to the
comprehensive management of our business,

and offers:

George L. Chapman Raymond W. Braun B Focused investment strategy
Chotrman, Chigf Executive Executive Vice President,
Qfficer and President Chigf Operating Officer and

of Operating O M Disciplined underwriting
Chigf Financial Officer
B Continuous monitoring

B Strong, conservative balance sheet

We believe our Board of Directors is one of the

most independent and experienced in the
industry, bringing a wealth of health care, real

estate, and public company experience to the

Michael A. Crabtree Charles J. Herman, Jr. Company Thelr WﬂhngneSS to Coml'nlt to
Treasurer and Controller Vice President,
Operations Health Care REIT, Inc. is an important ingredi-

ent in, and confirmation of, our success in

positioning the Company for the future.

Erin C. Ibele J. Michael Stephen
Vice President and Vice Prestdent,
Corporate Secretary Marketing
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Since 1970, Health Care REIT, Inc. has invested
in health care with a focus on the long-term
care sector, which we believe is the most stable

component of the health care continuum.

MW 31-year track record

B 123 consecutive dividends

B Diversified, high quality portfolio
B Conservative credit profile

B Operator focus

B Positioned for growth

Our investment strategy of providing growth

capital to regional operators has created a

diversified, high quality portfolio. While creating
this portfolio, we have also maintained a conser-
vative credit profile with less than 35% debt to

total market capitalization, 3.8 times interest

coverage, and 2.7 times fixed charge coverage.
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2001 was a successful year for HCN:
& Attained equity REIT status
# Seasoned the ALF portfolio
& Avoided major operator defaults
& Completed non-core asset disposition program
& Extended line of credit facility
& Firmed up ratings with Standard & Poor’s and Fitch
& Completed equity and debt offerings

B Redeployed capital — surpassed goals for new investments

BEX 63% stockholder total return

Investment Mix

Bl Real Property
| Mortgage Loans & Other
B Dircct Investments
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Favorable environment for long-term care investing:

Strong elderly demographics
£! Long-term care occupancies improving

&1 Cost effective delivery of care

#] Limited capital for operators

HCN positioned for growth:

Seasoned management team

Proven access to capital

Investment pipeline building

QOlder Population by Age
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150 Assisted Living Facilities
57 Skilled Nursing Facilities
7 Specialty Care Facilities

214 Total Number of Facilities

The following table summarizes certain information about Health Care REIT, Inc.’s portfolio as of December 31, 2001:

Real Property Owned:

Gross Amount at Which Carried at Close of Period

Number of Year(s) Year(s) Building & . Accumulated
Facilities Built Acquired Land Improvements Total Depreciation
Skilled Nursing Facilities:
Arizona 1 1995 1998 $ 180 5 3,988 $ 4,168 § 475
California 1 1963 1998 1,460 3,880 5,340 562
Colorado 1 1989 1998 370 6,051 6,421 705
Florida 8 1984 1998 4,382 56,296 60,678 4,689
idaho 3 1985-1996 1998 2,010 20,662 22,672 2,229
[llinois 2 1964-1973 1998 1,010 11,446 12,456 - 925
Kentucky 1 1967 1993 130 4,870 5,000 999
Massachusetts 7 1961-1982 1995-1997 3,548 42,151 45,699 5,856
Ohio 5 1972-1990 1989-2001 4,286 62,592 66,878 1,434
Oklahoma 1 1958 1998 470 5,673 6,143 598
Oregon 1 1982 1998 300 5,316 5,616 598
Pennsylvania 3 1959-1982 1993 669 17,567 18,236 2,886
Tennessee 10 1979-1994 2001 3,450 56,853 60,303 535
Texas 1 1978 1993 663 12,588 13,251 3,067
45 22,928 309,933 332,861 25,558

Assisted Living Facilities:

Arizona 3 1998-2000 1998-2000 1,510 15,554 17,064 769
California 5 2000-2001 2000-2001 4,290 24,554 28,844 502
Connecticut 1 1998 1998 660 9,652 10,312 1,256
Florida 19 1988-1999 1996-1999 8,608 73,733 82,341 8,879
Georgia 2 1999 1999 3,166 24,541 27,707 2,398
Indiana 11 1999 1999-2001 2,171 40,785 42,956 3,395
Louisiana 1 2000 2000 1,100 10,161 ’ 11,261 851
Maryland 4 1998-1999 1999 2,670 33,791 36,461 2,004
Massachusetts 1 1998 1998 810 10,500 11,310 1,055
Minnesota 1 1999 1999 322 6,345 6,667 497
Montana 2 1998-2000 1998-2000 910 7,282 8,192 . 400
Nevada 3 1998-2000 1998-2000 2,086 26,170 28,256 2,265
New Jersey 3 1993-2000 1996-2001 5,037 28,096 33,133 2,595
New York 2 1996-1998 1996-2001 810 14,490 15,300 1,220
- North Carolina 9 1986-2000 1997-2000 7,269 52,893 60,162 5,222
Ohio 8 1985-2000 1997-2000 4,253 39,934 44,187 3,562
Oklahoma 17 1995-2000 1995-2000 2,078 25,778 27,856 3,835
Oregon 2 1999 1999 1,077 8,757 9,834 657
Pennsylvania 4 1989-2000 1996-2000 1,951 ) 17,199 - 19,150 1,253
South Carolina 5 1992-1999 1999 2,072 19,072 21,144 1,163
Tennessee 4 1998-1999 1998-1999 1,621 ' 12,461 13,982 894
Texas 17 1984-1998 1992-1998 5,048 64,587 69,635 7.251
Utah 1 2001 A 1,059 6,141 7,200 131
Washington 1 1999 1999 1,400 5,476 6,876 399
. Wisconsin 1 1991 2001 420 4,007 4,427 - 0
127 . 62,298 581,959 644,257 52,453
Specialty Care: ’
Florida 1 2001 950 : 950
Massachusetts 4 1973-1998 2000 3,425 55,902 59,327 2,533

4,375 65,902 60,277 2,533

|

Total Real Property Owned 177 ' : $ 89,601 $ 947,794 $1,037,395 $ 80,544




ge Loa s Receivable:

Number of Interest Maturity Periodic
Facilities Rate Dates Payment Terms Face Amount

- Skilled Nursing Facilities:
Florida 11.63% to 12.93% 2004-2015 Monthly Principal & Interest s 8410
Massachusetts 10.00% to 11.64% 2004-2010 Monthly Principal & Interest 8.383
Missouri 11.71% 2009 Monthly Principal & Interest 7.072
Oklahoma 9.88% 2006 Monthly Interest Only 12.204
Penisylvania . 14.61% 2006 Monthly Principal & Interest 7.400
Texas : 10.78% 2007 Monthly Principal & Interest 12,198

55,667

-...Assisted Living. Facilities:
Alabaria Z 10.00% 2002 Monthly Interest Only 10,498
15.00% 2002 Monthly Interest Only 8.057
8.11% to 12.17% 2003-2007 Monthly Principal & Interest 11,078
10.00% 2002 Monthly Interest Only 3,890
12.17% 2002-2008 Monthly Interest Only 2,335
10.60% 2002 Monthly Interest Only 9,913
12.00% 2009 Monthly Interest Only 1,563
10.00% to 11.15% 2002-2015 Monthly Interest Only 5,698
12.17% 2006 Monthly Interest Only 2,208
10.00% 2002 Monthly Interest Only 2,500
10.09% to 12.45% 2016-2018 - Monthly Principal & Interest 52,185

o California
- Colorado
Florida~
Georgia
Louisiana
-.Maryland
New Mexico
New York
North Garolina
Pennsylvania
Texas

12.17% 2007 Monthly Principal & Interest 3,555
12.17% 2010 Monthly Interest Only 3,388
JUKIG 2002 Monthly Principal & Interest 19,016
12.42% 2006 Monthly Interest Only 1.340
8.72% 2007 Monthly Interest Only 7,205 7,2

145,429 136,360

= O DO DY OT e DD e BN OF e BN
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Specialty Care Facilities:
California, ] 12.83% Monthly Principal & Interest
Florida 10.50% Monthly Interest Only

$ 233,376 $ 212,543

OTHER REAL ESTATE INVESTMENTS (1)

(1) Includes working capital loans, subdebt investments and credit enhancements.
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Thefoll ,wmg table summarlzes our payments under contractual obhgatlons as of December 31, 2001“
2 L v L. D A h s

S THI2,618 55875875 © $51,

= ,—““ _2002 Sl 2003-@004 2005 200& After 2006
"'L‘*$25,9001r -1$150000 ; $ Case







S a1z }' 2,700 ‘; i o
L A1064 7 76 - S 012) ;'-‘1\5%*1

o 5897 2 e - (426)'* T
P 1885 T, 508). 6%
_,6,666 =

. 'v substantla]ly a]l offche Companys jubdebt mvestment As part of Summervﬂles recapltahzatmn the Companys SO
$2 000 000 non: yleldmg preferred stock mvestment Was substantla]ly'dlluted Accordmgly, the Company Wrote off 1ts -
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(ln thousands}

December 31

2000

Assets

i

»* Realproperty owned A
Land A T“',}“ }/’V
Buﬂdmgs & lmprovements

;Constructlon m progress -

$ 74 819
. 770 660
“ 171 976

o 2L Less accumulated depremanon ~

2T 856 955
’(52;968)

1

Totﬁl‘ real Apropetrty owned

Loans recerVable
'Real property loans =
Subdebt mvestments

956,851

240 1 26
. 23,448 .

803,987

Yl —,—4/

> 263 574

o

$ 1 156 904 -

Luabmtnes and stockholders equaty
~L1ab111t1es 7 e

Common Stock; $1. 00 -par. Value
«Authorlzed 75, 000 000 shares F

) 28 806 151 shares in 200(}» R
LT Capltal in excess of par value
' Cumulatwe net mcome ~
Cumulatlve dmdends R

N’ Accumulated ‘other comprehenslve loss -

) —Unamortrzed restncted stock

.

t Issued and outstandmg 32 739 826 shares in 2001 and

‘Issued and. outstandmg 6 0()0 QOO shares 4n 2001 and 2000
at hquldamon preference - <

(540 946)
- (923)’
(4 780)°

Total stockholders eqmty S

$ 757 870

$ 698,607

» Total liabilities and’ stockholders ,f,equity

$1,269,843

= -$.1,156,904
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Baﬂances at December 31 2001 $1 50 000 $ 32,740 $ 608 942 $51 2,837 3 (540 946)
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